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FINNISH KEY ECONOMIC INDICATORS 


All values in U.S. Smillions unless otherwise indicated. 
Exchange rate ver U.S. $1.00: 1982-FIM 4.820; 1983-FIM 5.570; 1984-FIM 5.5 
(Estimate) 


$2) 
Change 1984(est.) $Change 


INCOME, PRODUCTION, EMPLOYMENT 


GDP* (current vrices) 53,790 
GDP* (constant 1975 prices) 24,460 
Per capita GDP* (current vrices) 10,970 
Industrial fixed investment 3,470 
Private disposable income 30,900 
Index of Industrial Production 

(1980=100) : Rees? 
Avg. industrial wage 

(hourly rate for male) . 5.78 
Labor force (000's) ‘ 2.6360 
Avg. unemployment rate . ‘ a 


MONEY AND PRICES 


Money supply, M2 3 24,820 
Base rate of Bank of Finland ie . 9.50 
Wholesale price index (1940=190) ‘ 1,254 
Consumer orice index (1981=100) ‘ 127.6 
Retail sales index (1980=100) 108 


BALANCE OF PAYMENTS AND TRADE 


Gold and foreign exchange 

reserves 

External vublic debt 

Annual debt service ratio 

Balance of vayments 
(current account) 

Balance of 

Exvorts, f. 

U.S. share 

Imvorts, c.i 

U.S. share 


*Gross domestic product 


1) Exchange rate changes have distorted some growth trends. 
2) Percentage changes are based on FIM values. 
3) Preliminary figure. 





SUMMARY 


Finland will enjoy buoyant growth in 1984--somewhat in excess 
of 4 percent. This will come in the wake of respectable 2.6 
and 3.1 percent rates in 1982 and 1983, respectively. Foreign 
demand for Finnish exports and domestic private investment will 
fuel growth in 1984, and growth prospects are very sanguine for 
1985. These favorable trends will boost the employment of 
human resources and capital assets in Finland over at least the 
next two years. 


Finnish Government policy aims at dampening inflation and 
restraining the growth of both public spending and public 
borrowing over the short to medium-term. Policymakers thus 
hope to be in a position to apply stimulative policies 
thereafter if the current upswing in the business cycle shows 
signs of weakening in the longer term. To boost Finland's 
foreign trade competitiveness and to ease unemployment, 
government mediators recently assisted labor and management 
negotiators to arrive at a moderate, two-year wage policy 
agreement. 


American exporters will benefit from Finland's buoyant growth 
as Finnish firms increase their demand for investment goods. 
Demand will be strong for “high tech" products. It will be 
strongest for business machines, production equipment, 
electronics, and advanced medical equipment. Finland will 


continue to encourage foreign investment and Finnish companies 
will increase their investments in the United States and in 
other nations. 


ECONOMIC GROWTH 


Finland's real GDP rose by 3.1 percent in 1983, compared with 
2.6 percent in 1982. This represents one of the faster growth 
rates among the western industrialized nations. Growth was 
mainly fueled by consumer spending during the first half of 
1983. The impetus for growth in the second half of that year 
was boosted by increased exports and by private investment. 
Growth should exceed 4 percent in 1984 in view of buoyant 
exports and higher domestic private investment. 


A mild recession in Finnish industry bottomed-out in early 1983 
and real industrial production increased at a rate of 3.5 
percent. This was twice the rate of 1982. During the second- 
half of 1983 industrial capacity utilization rose to 84 
percent, three percentage points higher than the comparable 
period of the previous year. After two poor years, Finnish 
forest industry production rose by a real 8 percent. Paper 
output rose by nearly 9 percent to 4.8 million metric tons. 
Pulp output rose 7 percent to 4.4 million tons. Cardboard 
production increased by 8 percent to 1.6 million tons. Overall 





lumber production increased by 10 percent to eight million 
cubic meters, still below the 1980 record year. Due to 
increased demand in other western nations, total pulp and paper 
output should rise by 10 percent in 1984. Cardboard output 
will probably grow at a slower pace. Although Finland's forest 
owners and industrial firms reached a new timber price 
agreement after lengthy negotiations in the autumn of 1983, 
sales did not reach the levels industry hoped for. Moreover, 
timber felling was hampered in the 1983/84 winter by 
exceptionally heavy snowfalls. These conditions will tend to 
dampen the increase in production, especially sawmill 
operations. Nevertheless, the aggregate forest industries 
sector may increase output by a real 8.5 percent in 1984. 


The growth in the output of the Finnish metal industry declined 
by a real 4 percent in 1983, after experiencing a real growth 
of 6 percent in 1982. The 1983 drop in output was smaller than 
expected because of increased sub-contractor exports to Sweden, 
growth in world demand for nonferrous metals, Soviet export 
orders, and a recovery in domestic investment. Nevertheless, 
the rate of capacity utilization in this industry fell by about 
five percentage points in 1983, to roughly 80 percent. Real 
growth in the aggregate metal industries should be 3-4 

percent. Growth in nonferrous metals will be reasonably flat. 
Steel output will be stimulated by economic recovery among 
Finland's trading partners. Shipbuilding, previously a stellar 
performer among the metal industries, contracted in 1983, but 
should improve in 1984 in view of a recent decision by the USSR 
to accelerate ship orders for the 1985-1987 period. 


Output in the machinery sector should be boosted by a recovery 
in domestic investment and by new orders for papermaking 
machinery which will be spurred by an increase in United States 
forest industry production. 


The business outlook in other sectors has also improved. 
Textile and clothing output will improve because of increased 
demand in other western nations and because of higher export 
quotas included in Finland's bilateral trading agreement with 
the USSR. Plastic and chemical output should also show good 
gains. Mining and quarrying output dropped by a real 8 percent 
in 1983, but should increase some 10 percent in 1984. 

Aggregate industrial output should rise by about 5 percent in 
1984. 


GOVERNMENT POLICY 


The Finnish Government's near-term economic policy is 
predicated on an assumption that the current upswing, fueled by 
exports and domestic investment, will be short and modest. To 
derive maximum benefits from the current recovery, policymakers 
consider it imperative that Finland's inflation rate be 
decelerated to the level of other western industrial nations to 
improve competitiveness and to strengthen the Government's 
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financial position. Policymakers, anticipating recessionary 
conditions to begin in 1986 or 1987, plan to apply 
counter-cyclical stimulative fiscal, monetary, and incomes 
policies at that time. Government fiscal policy swung from a 
somewhat expansionary tack in 1983 to a more restrictive stance 
in 1984. This move was in response to economic acceleration in 
the second half of 1983. Fiscal policy was somewhat tightened 
by raising taxes and by attempting to slow down the growth of 
public spending. Although the expenditure side of the 1984 
budget rose by a nominal 14 percent in finnmarks, growth in 
consumption expenditures was only about a nominal 8 percent and 
investment expenditures: were up only 1 percent. The Government 
was less successful in braking the growth of social service 
spending, which is partly dictated by statute. Interest 
expenditures will increase by nearly one-third and amortization 
by about one-half, compared with 1983 levels. Finland's 
Ministry of Finance estimates that government spending will 
rise in 1984 by a real 4 percent, considerably less than 
spending growth in the previous year. If interest payments and 
debt amortization are excluded, the increase is on the order of 
only 1.5 percent. The Government's gross financing 
requirements in 1984 will stay on the same order of magnitude 
as in 1983--an amount equalling some 4 percent of GDP. Because 
of accelerating amortization of old debt, the net financing 
requirement of the Government will come to about 2.3 percent of 
GDP in 1984, a slight improvement over 1983. 


Government spending to stimulate the economy in the past few 
years has resulted in higher inflation and mounting debt--a 
situation which has threatened to become self-generating and 
structural. As a consequence, the Government has issued orders 
to its Ministries to effect collective savings on the order of 
one billion finnmarks (some $182 million) in the current year. 
The Government is also contemplating some higher taxes on 
foodstuffs and electricity. Financing the subsidization of 
grain exports will also strain government finances, although 
faster-than-expected economic growth will hike tax revenues. 


In late 1983 the Finnish Government assembled a three-part 
package of counter-cyclical policy measures aimed at cooling 
inflation and postponing increases in domestic investment. 
Export deposits were placed on pine lumber exports. The 
Government also raised the maximum permissible tax-free 
transfers to "investment reserves" from 50 percent to 70 
percent of corporate profits. Interest rates on pension funds’ 
loans to companies were also raised. These moves gave a signal 
to companies that the Government will respond quickly to any 
Signs of economic "overheating." 


The Bank of Finland has been tightening its grip on money 
markets. In late 1983, the Bank responded to devaluation 
rumors by raising the call money market interest rate to a 
record level. This move helped staunch an outflow of 
speculative funds by increasing the return on 
finnmark-denominated deposits. On the contrary, in response to 





an unsought inflow of funds in early 1984, the central bank 
responded with a mini-revaluation of the finnmark and with 
other moves aimed at dampening domestic liquidity. These moves 
were also aimed at cooling off the economy and they came in the 
wake of labor/management agreement on a moderate, nationwide 
wage policy settlement. The finnmark parity change should 
dampen inflation slightly. Export industries, of course, did 
not welcome the revaluation. 


DOMESTIC CONSUMPTION 


In anticipation of a 2 percent hike in turnover taxes in June 
of 1983, private consumption remained high in the first half of 
last year. Consumption slackened in the second half of 1983. 
Overall, private consumption rose by only a real 2 percent in 
1983, in contrast to a 4 percent increase in 1982 when it 
constituted the main propellant of the economy. Private 
consumption should remain sluggish in early 1984, but will gain 
strength later in the year, growing at an annual rate of some 
2.5 percent. Despite tight money markets, sales of consumer 
electronics and autos will rise. Public consumption in 1984 
will increase by a real 3 percent, slightly less than in 1983 
and reflecting some frugality measures on the part of the 
Government. Total private and public consumption in 1984 
should rise by about 3 percent, slightly above 1983 levels. 


DOMESTIC INVESTMENT 


Total 1983 investment rose by a real 4.5 percent, nearly one 
percentage point higher than the previous year. Last year, 
construction investment continued at a brisk pace, especially 
in the service industries. Industrial investment should move 
up in 1984, particularly in the forest products, metal 
manufacturing, and engineering industries. New investments in 
the textile and consumer goods industries should only increase 
Slightly. Investment in machinery and equipment should 
increase briskly at about a real 14 percent, compared to only 
3.5 percent in 1983. Total industrial investment should post a 
gain of a real 10 percent, seven points higher than in 1983. 
Since the financing of these investments has already been 
arranged by firms and their banks, they will not be immediately 
affected by government moves to tighten money markets. Total 
private investment in 1984 should increase at about a real 5.5 
percent, roughly the same as in 1983. Public investment may 
show a drop of about a real 1 percent as government austerity 
measures take hold. 


FOREIGN DEMAND - EXPORTS 


Finnish exports started showing a marked recovery in mid-1983, 
particularly exports to the European Community and the United 
States. Exports to Eastern European nations in 1983 remained 





at roughly the same real level as the previous year. Total 
Finnish exports in 1983 rose by about 4 percent in volume and 
10.5 percent in nominal terms. Demand for Finnish forest 
industry products was particularly buoyant. In 1984, Finland's 
exports to other western nations should show a real increase of 
about 1l percent, six percentage points higher than the 
previous year. On the other hand, Finnish exports to the 
Soviet Union and Eastern Europe may contract about 6 percent in 
volume. This marks a stabilization in Finnish-Soviet trade, 
which has been characterized by persistant Finnish surpluses in 
the past few years. Finland's total exports remained high in 
early 1984. During the first two months of that year they grew 
by nearly 24 percent in nominal terms. Finnish Ministry of 


Finance officials predict that total 1984 exports will rise by 
some 6 percent in volume. 


In 1984 Finnish forest industry exports--which constitute 
roughly 40 percent of total exports--should post a gain 8-9 
percent in real terms. Paper exports should be facilitated by 
the removal of import duties in the European Community, 
effective January 1, 1984. A decline in North American 
competition in European markets should also help this trend. 
Metal manufacturing and engineering industry exports, 
particularly to Sweden, should show healthy growth. The 
Association of Finnish Metal Industries predicts that this 
sector's exports will show a real 6 percent increase in 1984. 


FINNISH IMPORT DEMAND 


Finnish imports started edging up last year in response to 
recovery in aggregate production. Finnish imports in 1984 
should rise by a real 6 percent. Crude oil imports will 
probably remain stable in 1984, but increased industrial output 
will boost demand for other raw materials. Timber imports by 
the forest products industry should come to some 10-15 percent 
of total timber consumption. Investment goods imports are 
likely to rise considerably. To restrain imports of low-price 
steel from Czechoslovakia, East Germany, Hungary, Poland, and 
Romania, Finnish authorities have requested that these nations 
moderate their steel exports to Finland. 


BALANCE OF PAYMENTS 


Finland's trade deficit in 1983 came to 1.77 billion finnmarks 
($318 million), slightly higher than the previous year. The 
terms of trade remained roughly unchanged. Subsequent to a 

10 percent devaluation of the finnmark in October 1982, 
Finland's net foreign interest payments rose to about $1.04 
billion. This, coupled with a larger Finnish deficit in the 
tourism sector, more than offset increases in services revenues 
from Finland's shipping sector and from construction projects 
abroad. Consequently, Finland's current account deficit 
deepened from 4.7 billion finnmarks ($975 million) in 1983 to 





5.3 billion finnmarks ($952 million) in 1984. The latter 
figure comes to about 2 percent of Finland's GDP. Capital 
imports in 1984 were insufficient to cover the deficit and 
there was a corresponding foreign exchange reserve drawdown. 
The Finnish Government was the principal importer of foreign 
capital in 1983--some 80 percent of the total. Finland's net 
foreign debt at the close of 1983 (including short-term debt) 
was 47 billion finnmarks or $ 8.4 billion. This total 
represented an amount equal to 17.7 percent of Finland's GDP, 
one percentage point higher than one year earlier. 


Last autumn there was a considerable foreign exchange outflow 
in response to devaluation rumors. Since then, reserves have 
grown in response to buoyant exports and increased confidence 
in the finnmark. A recent nationwide wage policy agreement has 
also boosted confidence. At the end of February 1984, foreign 
exchange reserves totalled 10.24 billion finnmarks ($1.86 
billion), an increase of 1.5 billion from the beginning of the 
year. The share of convertible currency holdings (excluding 
gold and Finland's International Monetary Fund position) came 
to 7.1 billion finnmarks ($1.29 billion), the equivalent of 
five weeks import cover. Since the beginning of 1984 the 
finnmark has appreciated by about 1.5 percent--a move which has 
helped restrain inflation, but which has also slightly weakened 
Finland's external competitiveness. 


Finland's 1984 trade deficit should be no higher than one 
billion finnmarks ($180 million). Finland's Ministry of 


Finance has estimated Finland's total 1984 current account 
deficit at 4.3 billion finnmarks ($782 million). This 
estimate, perhaps slightly optimistic, comes to about 1.7 
percent of Finland's projected 1984 GDP. A tight domestic 
credit market, coupled with strong economic performance, should 
boost foreign borrowing in 1984. Finland's total net foreign 
debt may top 52 billion finnmarks ($945-964 million) by year 
end, a sum equal to almost 18 percent of GDP. The year 1983 
saw one Finnish company raise capital through a public stock 
offering in the United States. Other Finnish firms. may make 
similar offerings in New York and London in the course of 1984. 


PRICES 


The cost/price pressure decelerated further in 1983. As 
measured by the consumer price index (1981=100), inflation 
decelerated from 9.3 percent in 1982 to 8.4 percent in 19835. 
Nevertheless, the inflation rate in Finland was considerably 
higher than in other western economies. The growth in consumer 
prices was caused primarily by domestic factors (higher 
turnover taxes, increases in government service charges, farm 
income boosts, wages and room rentals, etc.) for the share of 
import prices in the rise was only on the order of 2.5 percent, 
reflected largely the finnmark devaluation of October 1982. 
Domestic price levels were also raised somewhat by the 
appreciation of the dollar, reflected primarily in the prices 





of oil and raw materials. 


In 1984 the inflation rate in Finland should show a 
considerable decline. Increases in the government taxes and 
fees, including a new tax on telecommunication services, are 
estimated to raise prices by less than 1 percent this year. 
Moreover, the impact of import prices is likely to remain lower 
than in 1983. On the whole, and taking into consideration the 
new comprehensive two-year wage pact, the consumer price index 
is projected by the Ministry of Finance to increase in 1984 by 
7.5 percent over the previous year's level, the inflation rate 
to be pressed down to-6 percent or even slightly below by year 
end. The Ministry of Finance is optimistic that the growth in 
consumer prices will be reduced to an average of approximately 
5.5 percent in 1985. Also, the growth in wholesale prices 
moderated from 7.1 percent in 1982 to 5.7 percent in 1983. The 
increase in 1984 should be about 5.5 percent. 


The Ministry of Finance estimates that the 3 percent 1983 
improvement in Finland's price competitiveness, due mainly to 
the 10 percent finnmark devaluation in late 1982, will be lost 
this year. Much, however, will depend on wage settlements of 
Finland's major competitor countries. It is an indication of 
disparity between the domestic and external price levels, that 
the finnmark prices of Finnish exports have risen at an annual 
average of 6.5 percent during the past three years, while 
domestic consumer prices have advanced at an annual rate of 
over 9 percent. 


LABOR 


As in 1982, the labor supply in 1983--reflecting higher 
participation rate of women, and a return of Finnish "guest 
workers" from Sweden--surpassed demand. The average number of 
unemployed rose by over 7,000 to about 156,000, constituting an 
unemployment rate of 6.1 percent, 0.2 percent more than in 
1982. Nevertheless, the number of gainfully employed 
individuals rose by about 11,000, primarily in the service 
industries. 


The acceleration in industrial output should stimulate demand 
for labor in 1984. Nevertheless, the number of new job 
openings in service industries may be lower than last year, 
reflecting the efforts of the public sector to check spending. 
In addition, jobs may decline further in primary industries and 
in construction in response to leveling-off in residential 
house construction. Labor supply, on the other hand, is 
estimated to increase further--although at a lower rate than 
last year, due partly to a decline in return emigration from 
Sweden. In addition, labor supply will be lowered gradually by 
a decrease in the number of younger job-seekers entering labor 
markets. On balance, the average number of unemployed in 1984 
should decline to nearly 150,000, or to about 5.5 percent. 
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A labor-management wage negotiation deadlock was broken in 
early March when a nation-wide wage policy pact was agreed to 
by the Government and almost all major labor confederations. 
According to the two year contract terms, extending until 
February 28, 1986, wages will be raised twice, by 3.2 percent 
as of March 1, 1984, and further by 3.6 percent as of March l, 
1985. In addition, there will be an increase of 1.5 percent 
payable in low-wage sectors. The agreement includes also an 
index clause, calling for an additional wage compensation, 
payable on March 1, 1985, should prices increase over 5.8 
percent from February to December of 1984. Furthermore, the 
agreement calls for reduction of working hours starting on 
January 1, 1986, and revision of the current system on 
unemployment security. Farm incomes will also increase 
correspondingly. The general wage settlement, along with a 
"carry-over" of 3-4 percent from 1983 and a "wage drift" of 
approximately 2 percent, should raise wage and salary earnings 
by an average of a nominal 8.5 percent. Allowing for 
inflation, the Ministry of Finance estimates that the real 
incomes of wage and salary earners will rise by about 1 percent 
in 1984 and 0.5 percent in 1985. Productivity gains should 
more than compensate for this increase. 


IMPLICATIONS FOR THE UNITED STATES 


Vigorous performance by the American economy and the high 
valuation of the dollar have combined not only to reduce 


Finland's trade deficit with the United States substantially, 
but also to cause a loss in our market share. 


In 1983, Finnish-American trade totaled $1.24 billion, 
representing a 15.4 percent increase over the previous year. 
Finnish imports from the United States in 1983 were valued at 
$725.5 million, a 2 percent increase over 1982. They account 
for a 5.7 percent share of Finland's total imports as compared 
with 6.1 percent in 1982. 


Finland's 1983 exports to the United States amounted to $513.3 
million which was 42 percent higher than for 1982. The trade 
surplus with Finland decreased from $403 million in 1982 to 
$212 million last year. In 1983, just as in 1982, the United 
States ranked third among deficit countries from Finland's 
perspective. Finland incurred its highest deficit ($559 
million) in its, trade with Japan, followed by a deficit of 
$501 million with West Germany. 


The U.S. share of the Finnish market is expected to continue 
fluctuating between 5 and 8 percent, while the United States 
retains fifth place in rank among Finland's main trading 
partners (in descending order: the Soviet Union, Sweden, West 
Germany, and the United Kingdom). 


The exceptionally sharp (15.6 percent) appreciation of the 
dollar vis-a-vis the finnmark in 1983 undoubtedly acted as a 
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restraint on the volume of U.S.-origin deliveries to Finland 
last year. Future trends in the relative strength of the 
dollar are regarded as decisive in the development of U.S. 
exports to Finland. 


High-technology products continue to dominate Finnish imports 
from the United States. In addition to aircraft and related 
equipment, they include a wide range of computer-based systems 
(particularly with business, manufacturing and medical 
applications). Despite a number of agricultural import 
barriers, certain commodities, including raw tobacco, soybeans, 
and canned fruit also figure significantly among U.S.-origin 
items supplied to Finland. 


The pattern of Finnish exports to the United States remains 
basically unchanged. Within the wood-processing sector there 
is a trend toward higher grades of paper, while paper-making 
machinery (incorporating, incidentally, U.S.-made components 
and instrumentation) remains another prominent feature of 
Finnish exports sales to the United States. Other traditional 
Finnish exports to the United States include ferrous and 
nonferrous metals, undressed hides, skins, furs, cheese and 
alcoholic beverages. 


Finnish industry is conscious of the need to stay competitive 
in world markets. For this reason it must keep abreast of 
state-of-the-art technology which it closely associates with 
U.S.-made capital goods and high-technology products. As 
Finland's business outlook improves amid signs of a slightly 
weakening dollar, U.S. exporters may look for improving sales 
opportunities. 


Electronic Components 


Sizeable growth in demand for components is likely to continue 
in the fields of medical equipment manufacture, data 
transmission and telecommunications systems, assembly of 
keyboards for metalworking equipment, and other professional 
applications, as well as microprocessor-operated household 
appliances. 


There is every indication that demand from local electronic 
component end-users will continue to exceed domestic supply for 
the next few years. Although Finnish electronic component 
manufacturers have long-range expansion plans--and the ability 
to implement them--the technological lead of U.S. manufacturers 
should continue to be decisive in retaining a market share. 


Electronics Industry Production and Test Equipment 


End-users of computer-aided design, manufacture and, 
increasingly, engineering systems with both industrial and 
consulting applications are relying mostly on U.S.-made 
equipment. Increasing demand for automated test equipment as 
well as industrial robots and robotic systems offers good 
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prospects for direct sales as well as licensing arrangements 
for U.S. firms. 


Production Process Control Instrumentation 


The U.S. lead in microprocessor technology, vital to Finland's 
processing industries (primarily in the wood-processing, 
chemical, and plastics sectors) should continue to play a key 
role in meeting local demand for advanced production process 
controls and related instrumentation. Sophdaticeted measuring 
and data processing systems, ADP operation and maintenance 
software programs, as well as production cost-saving devices 
are also regarded as offering excellent sales opportunities for 
U.S. firms. 


Business Equipment 


With the Finnish market for business equipment continuing to 
show strong growth, U.S. suppliers should succeed in retaining 
a large share of the market, particularly for desk-top 
microcomputers, word-processing equipment, multi-function work 
stations, and electronic typewriters. 


Medical Apparatus and Supplies 


Continuous upgrading of facilities at Finnish hospitals 
(practically all of which are government-run) presents good 


marketing opportunities for U.S. suppliers. The best sales 
prospects from the U.S. standpoint lie in the high-technology 
field and include: digital radiography equipment; ultrasonic 
equipment, mainly gamma cameras and Nuclear Magnetic Resonance 
devices; computerized tomography (CT) scanners; infusion pumps; 
anesthesia ventilators; resuscitators, etc. 


Improvements in the Finnish economy, coupled with competitive 
pressures to achieve high productivity through the application 
of technology and a less expensive dollar, should result in 
better U.S.-export results in 1984. It should be borne in mind 
that since "high-technology" commodities are relatively 
price-inelastic, competition centers on innovation, quality, 
and service. 
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